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Part I: FINANCIAL INFORMATION

In the opinion of management, the consolidated financial statements of Commerce Bancshares, Inc. and
Subsidiaries as of June 30, 2001 and December 31, 2000 and the related notes include all material adjustments
which were regularly recurring in nature and necessary for fair presentation of the financial condition and the
results of operations for the periods shown.

The consolidated financial statements of Commerce Bancshares, Inc. and Subsidiaries and management’s
discussion and analysis of financial condition and results of operations are presented in the schedules as follows:

Schedule 1: Consolidated Balance Sheets

Schedule 2:  Consolidated Statements of Income

Schedule 3: Consolidated Statements of Changes in Stockholders’ Equity

Schedule 4: Consolidated Statements of Cash Flows

Schedule 5: Notes to Consolidated Financial Statements

Schedule 6: Management’s Discussion and Analysis of Financial Condition and Results of
Operations, including Quantitative and Qualitative Disclosures about Market Risk

Part II: OTHER INFORMATION

Item 4. Submission of Matters to a Vote of Security Holders.

The annual meeting of shareholders of Commerce Bancshares, Inc. was held on April 18, 2001. Proxies for
the meeting were solicited pursuant to Regulation 14 of the Securities Exchange Act of 1934, and there was no
solicitation in opposition to management’s nominees, as listed in the proxy statement. The five nominees for the
five directorships (constituting one-third of the Board of Directors) being elected at this meeting received the
following votes:

Name of Director Votes For Votes Withheld
David W.Kemper ........... .. ... 53,371,845 202,232
Thomas A. McDonnell ............ ... .. .. ... ....... 53,290,931 283,146
Benjamin F. Rassieur, IIT . .. ... . ... ... ... ... .... 53,375,195 198,882
Andrew C. Taylor .......... .. ..., 43,210,149 10,363,928
Robert H. West ... ... .. 53,381,537 192,540

Item 6. Exhibits and Reports on Form 8-K
No reports on Form 8-K were filed during the quarter ended June 30, 2001.
SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

COMMERCE BANCSHARES, INC.

By /s/J. DANIEL STINNETT

J. Daniel Stinnett
Vice President & Secretary

Date: August 10, 2001

By /S/  JEFFERY D. ABERDEEN

Jeffery D. Aberdeen
Controller
(Chief Accounting Olfficer)

Date: August 10, 2001



COMMERCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

Schedule 1

June 30 December 31
2001 2000
(Unaudited)
(In thousands)
ASSETS
Loans, net of unearned inCOME . . . ... ..o i $ 7,791,411 $ 7,906,665
Allowance for 10an 10SSes . . ... ...t (131,109) (128,445)
Netloans .. ...... ... . 7,660,302 7,778,220
Investment securities:
Available forsale . ......... ... 2,283,513 1,864,991
Trading . . ..o 21,409 20,674
Non-marketable . .. ........ .. . 54,554 55,238
Total investment securities .. ................ ... .. ... .. . . . . ... 2,359,476 1,940,903
Federal funds sold and securities purchased under agreements toresell .......... 546,380 241,835
Cash and due from banks ... ....... . 664,863 616,724
Land, buildings and equipment, net . ............ ..., 292,932 257,629
Goodwill and core deposit premium, Net . ...........c.o.uuiininennenenen... 54,405 58,182
Other ASSEES . oottt et 161,047 221,624
ToOtal @SSELS . . . . oot $11,739,405 $11,115,117
LIABILITIES AND STOCKHOLDERS’ EQUITY
Deposits:
Non-interest bearing demand . ............ ... ... i, $ 1,154,334 $ 1,564,907
Savings and interest bearingdemand . .......... ... ... .. ... ... 5,554,885 5,049,729
Time open and C.D.’s of less than $100,000 ........................... 2,283,035 2,081,057
Time open and C.D.’s of $100,000 and over ...................c.coooo... 531,600 386,045
Total deposits .. ........... .. .. 9,523,854 9,081,738
Federal funds purchased and securities sold under agreements to repurchase . .. ... 669,779 543,874
Long-term debt and other borrowings .. .......... ..., 193,092 224,684
Accrued interest, taxes and other liabilities . .............. .. ... 133,695 121,066
Total liabilities ... ... ... ... ... ... . ... . .. ... 10,520,420 9,971,362
Stockholders’ equity:
Preferred stock, $1 par value.
Authorized and unissued 2,000,000 shares . ................ ... o .... — —
Common stock, $5 par value.
Authorized 100,000,000 shares; issued 63,557,187 shares in 2001 and
62,655,891 shares in 2000 . . .. ... ... 317,786 313,279
Capital surplus . ... ... 149,409 147,436
Retained €arnings ... ... .. ...ttt 745,760 671,147
Treasury stock of 618,849 shares in 2001 and 78,513 shares in 2000, at cost . . (22,129) (2,895)
Other .. e (2,141) (1,179)
Accumulated other comprehensive income ................ ... ... ... ... 30,300 15,967
Total stockholders’ equity ................ ... ... ... ... ...... 1,218,985 1,143,755
Total liabilities and stockholders’ equity ........................ $11,739,405 $11,115,117

See accompanying notes to consolidated financial statements.
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COMMERCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Schedule 2

For the Three Months For the Six Months
Ended June 30 Ended June 30
2001 2000 2001 2000
(Unaudited)
(In thousands, except per share data)
INTEREST INCOME
Interest and feesonloans ............... ... ... ... ....... $153,586 $164,655 $317,968 $321,373
Interest on investment securities ... ........................ 32,714 34,139 61,466 71,141
Interest on federal funds sold and securities purchased under
agreementstoresell ......... .. .. .. L i 6,426 3,678 14,477 6,788
Total interestincome . . .. ....................... 192,726 202,472 393,911 399,302
INTEREST EXPENSE
Interest on deposits:
Savings and interest bearingdemand ................... 27,367 37,099 63,171 72,600
Time open and C.D.’s of less than $100,000 ............. 32,046 26,813 63,464 53,388
Time open and C.D.’s of $100,000 and over ............. 7,428 4,606 14,345 8,468
Interest on federal funds purchased and securities sold under
agreements torepurchase ............. .. .. .. . ..., 5,439 11,663 12,228 23,358
Interest on long-term debt and other borrowings .............. 2,797 1,281 6,158 1,285
Total interest expense .......................... 75,077 81,462 159,366 159,099
Net interestincome .............. ... .. ......... 117,649 121,010 234,545 240,203
Provision forloanlosses ............. ... .t 7,992 10,211 17,522 18,876
Net interest income after provision for loan losses .. 109,657 110,799 217,023 221,327
NON-INTEREST INCOME
Trust fees ..o 16,790 14,353 31,992 28,587
Deposit account charges and otherfees ..................... 21,355 17,909 40,584 34,491
Credit card transactionfees . ............. ... ... ... ....... 13,695 12,362 26,402 23,554
Trading revenue . .. ....ov vt 3,578 2,325 7,430 4,710
Net gains on securities transactions . ....................... 510 506 1,747 505
Other ..o 14,748 16,536 29,385 28,940
Total non-interest income . ...................... 70,676 63,991 137,540 120,787
NON-INTEREST EXPENSE
Salaries and employee benefits .. ............ ... ... .. ..... 58,772 54,963 116,685 109,826
Net OCCUPANCY . . ..ottt e e 7,550 7,374 15,988 14,851
Equipment . ....... ... .. ... 5,527 5,298 11,155 10,437
Supplies and communication . ................ ... 8,600 8,062 16,610 16,659
Data processing . .. ...ttt 9,637 9,579 18,518 18,619
Marketing . ........o i 3,571 3,319 6,388 6,469
Goodwill and core deposit amortization . .................... 1,853 2,018 3,777 4,073
Other ..o 16,209 14,985 30,734 29,624
Total non-interest expense ...................... 111,719 105,598 219,855 210,558
Income before income taxes ...............c.oiiiiiiinan... 68,614 69,192 134,708 131,556
LesS INCOME tAXES . . v v oottt et e e e et e 22,831 23,589 45,048 44,698
Netincome ........... ... ... ... ... .. c...... $ 45,783 $ 45,603 $ 89,660 $ 86,858
Net income per share—basic . . ..., $ 72 0% 1% 142 $ 134
Net income per share—diluted ............................ $ g2 08 70 $ 141 $ 133

See accompanying notes to consolidated financial statements.
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COMMERCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Schedule 3

Accumulated
Number Other
of Shares Common Capital Retained Treasury Comprehensive
Issued Stock  Surplus Earnings Stock  Other Income (Loss) Total
(Unaudited)
(Dollars in thousands)

Balance January 1,2001 .............. 62,655,891 $313,279 $147,436 $671,147 $ (2,895) $(1,179) $15,967 $1,143,755
Netincome ...................... 89,660 89,660
Change in unrealized gain (loss) on

available for sale securities ....... 14,250 14,250

Total comprehensive income . . . . 103,910

Pooling acquisition . . .............. 876,750 4,384 5,414 5,198 83 15,079
Purchase of treasury stock .......... (29,684) (29,684)
Issuance of stock under purchase,

option and benefit plans .......... 2,982 15 (4,160) 10,068 5,923
Issuance of stock under restricted stock

awardplan .............. . ..... 21,564 108 719 382 (1,209) —
Restricted stock award amortization . . 247 247
Cash dividends paid ($.32 per share) . . (20,245) (20,245)

Balance June 30,2001 ................ 63,557,187 $317,786 $149,409 $745,760 $(22,129) $(2,141) $30,300 $1,218,985

Balance January 1,2000 ............... 62,428,078 $312,140 $129,173 $642,746 $ (2,089) $ (916) $(1,222) $1,079,832
Netincome ...................... 86,858 86,858
Change in unrealized gain (loss) on

available for sale securities ....... (6,837) (6,837)
Total comprehensive income . . . . 80,021
Purchase of treasury stock .......... (46,578) (46,578)
Issuance of stock under purchase,
option and benefit plans .......... (452) 1,646 1,194
Issuance of stock under restricted stock
awardplan .......... ... ...... (30) 499 (469) —
Restricted stock award amortization . . 106 106
Cash dividends paid ($.295 per share) . . (19,040) (19,040)
Balance June 30,2000 ................. 62,428,078 $312,140 $128,691 $710,564 $(46,522) $(1,279) $(8,059) $1,095,535

See accompanying notes to consolidated financial statements
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COMMERCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Schedule 4

For the Six Months
Ended June 30
2001 2000
(Unaudited)
(In thousands)
OPERATING ACTIVITIES:
NELINCOME « . o v et e e e e e e e e e e e e e s $ 89,660 $ 86,858
Adjustments to reconcile net income to net cash provided by operating activities:
Provision forloan 10Sses ............ . i 17,522 18,876
Provision for depreciation and amortization . ...................... ... .. 18,428 18,337
Accretion of investment security discounts . ........... ... .. .. . .. ... (846) (1,173)
Amortization of investment security premiums . ................ooou.... 4,764 5,010
Net gains on sales of investment securities (A) .. ............covuiuon... (1,747) (505)
Net (increase) decrease in trading securities . ........................... (10,198) 14,495
Increase in interest receivable . .......... ... ... . .. ... (152) (4,287)
Increase (decrease) in interest payable ............ ... .. .. .. ... .. .. ... (1,719) 499
Other changes, Net . .. ... ... i e 845 (22,052)
Net cash provided by operating activities . ................couvuvnen.n. 116,557 116,058
INVESTING ACTIVITIES:
Cash received in acqUISItION .. ... o.vt ittt e 15,035 —
Cashpaidinsaleofbranch ........ .. ... ... . ... . . . . . — (6,353)
Proceeds from sales of investment securities (A) ...............uirinnr ... 229,084 3,930
Proceeds from maturities of investment securities (A) ...................... 635,173 771,358
Purchases of investment securities (A) . ........... i (1,207,205) (444,272)
Net increase in federal funds sold and securities purchased under agreements to
reSell . . (290,920) (33,356)
Net (increase) decrease inloans . ................ ... ..., 291,918 (277,441)
Purchases of land, buildings and equipment ............. ... ... ... ...... (44,124) (21,578)
Sales of land, buildings and equipment .. ............ ... ... 1,996 1,711
Net cash used in investing activities . .............c...ouuenenennen .. (369,043) (6,001)
FINANCING ACTIVITIES:
Net increase in non-interest bearing demand, savings, and interest bearing
demand deposits . ... ... ..ottt e 717,719 19,545
Net increase (decrease) intime openand C.D.’s ... ....... ... ... oL, 196,875 (31,715)
Net increase (decrease) in federal funds purchased and securities sold under
agreements to repurchase . .............i . 121,869 (176,509)
Repayment of long-termdebt ......... ... .. ... . .. i (50,490) (464)
Additional bOTTOWINGS . . . ..ottt — 100,000
Purchases of treasury stock . ......... .. .. ... (29,684) (46,578)
Issuance of stock under purchase, option and benefit plans .................. 4,581 1,097
Cash dividends paid on common stock . ......... .. .. .. . . ... (20,245) (19,040)
Net cash provided by (used in) financing activities .................... 300,625 (153,664)
Increase (decrease) in cash and cash equivalents ...................... 48,139 (43,607)
Cash and cash equivalents at beginning of year ........................... 616,724 685,157
Cash and cash equivalents at June 30 ........... .. .. .. . . .. ... $ 664,863 $ 641,550
(A) Available for sale and non-marketable securities
Net income tax PAYMENTS . . ..ottt ettt et e $ 46,222 $ 46,439
Interest paid on deposits and borrowings ................. . ... $ 161,085 $ 158,629

See accompanying notes to consolidated financial statements.
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Schedule 5

COMMERCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2001
(Unaudited)

1. Principles of Consolidation and Presentation

The accompanying consolidated financial statements include the accounts of Commerce Bancshares, Inc.
and all majority-owned subsidiaries (the Company). All significant intercompany accounts and transactions have
been eliminated. Certain reclassifications were made to 2000 data to conform to current year presentation.
Results of operations for the six month period ended June 30, 2001 are not necessarily indicative of results to be
attained for any other period.

The significant accounting policies followed in the preparation of the quarterly financial statements are the
same as those disclosed in the 2000 Annual Report to stockholders to which reference is made.

2. Acquisition Activity

Effective March 1, 2001, the Company acquired Centennial Bank in St. Ann, Missouri, with assets of $254
million, loans of $189 million, and deposits of $216 million. The Company issued 876,750 shares as
consideration in the transaction. The acquisition was accounted for as a pooling of interests; however, the
Company’s financial statements were not restated because restated amounts did not differ materially from
historical results.

3. Allowance for Loan Losses

The following is a summary of the allowance for loan losses.

For the Three Months For the Six Months
Ended June 30 Ended June 30
2001 2000 2001 2000
(In thousands)
Balance, beginning of period .................... $131,080 $124,803 $128,445 $123,042
Additions:
Allowance for loan losses of acquired bank ... ... — — 2,519 —
Provision forloan losses ..................... 7,992 10,211 17,522 18,876
Total additions .. ....................... 7,992 10,211 20,041 18,876
Deductions:
Loanlosses . ........ o 11,243 10,492 24,493 20,244
Lessrecoveriesonloans ..................... 3,280 2,502 7,116 5,350
Netloanlosses . ... .. 7,963 7,990 17,377 14,894
Balance, June 30 ........ ... ... ... ... . ... ..... $131,109 $127,024 $131,109 $127,024

At June 30, 2001, non-performing assets were $26,629,000, consisting of $24,458,000 in non-accrual loans
and $2,171,000 in foreclosed real estate. Non-performing assets were .34% of total loans and .23% of total assets.
Non-performing assets were $21,324,000 at December 31, 2000. Loans which were past due 90 days or more and
still accruing interest amounted to $20,268,000 at June 30, 2001, compared to $26,670,000 at December 31, 2000.
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4. Investment Securities

Investment securities, at fair value, consist of the following at June 30, 2001 and December 31, 2000.
June 30 December 31

2001 2000
(In thousands)

Available for sale:
U.S. government and federal agency obligations .......................... $ 963,613 $ 749,620
State and municipal obligations . ............. . ... 57,513 62,734
CMO’s and asset-backed securities . ...............iiiiriririnennanan.. 1,098,473 908,220
Other debt SECUTIIIES . . . ..ot i e e e 113,942 99,731
Equity SECUIItIeS . . .. ..ottt 49,972 44,686
Trading . . ..ot 21,409 20,674
Non-marketable . . . ... ... 54,554 55,238
Total investment securities ... ................ ... .. . . $2,359,476 $1,940,903

5. Common Stock

The shares used in the calculation of basic and diluted income per share are shown below.

For the Three For the Six
Months Ended Months Ended
June 30 June 30
2001 2000 2001 2000
(In thousands)
Weighted average common shares outstanding ....................... 63,050 64,273 62,962 64,716
StOCK OPLIONS . . ottt e 676 696 775 651

63,726 64,969 63,737 65,367

6. Comprehensive Income

Comprehensive income is defined as the change in equity from transactions and other events and
circumstances from non-owner sources, and excludes investments by and distributions to owners.
Comprehensive income includes net income and other items of comprehensive income meeting the above
criteria. The Company’s only component of other comprehensive income is the unrealized holding gains and
losses on available for sale investment securities.

For the Three For the Six
Months Ended Months Ended
June 30 June 30
2001 2000 2001 2000
(In thousands)

Unrealized holding gains (10sses) . ... .. $(1,310) $(9,516) $27,797 $(10,935)
Reclassification adjustment for gains included in net income ........ (2,425) (258) (4,820) (258)
Net unrealized gains (losses) on securities ....................... 3,735) (9,774) 22,977 (11,193)
Income tax expense (benefit) ............ .. .. ... . .. ... (1,409) (3,828) 8,727 (4,356)
Other comprehensive income (loss) ........................... $(2,326) $(5,946) $14,250 $ (6,837)

7. Segments

Management has established three operating segments within the Company. The Consumer segment
includes the retail branch network, consumer finance, bankcard, student loans and discount brokerage services.
The Commercial segment provides corporate lending, leasing, and international services, as well as business,
government deposit and cash management services. The Money Management segment provides traditional trust
and estate tax planning services, and advisory and discretionary investment management services.
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The following table presents selected financial information by segment and reconciliations of combined
segment totals to consolidated totals. There were no material intersegment revenues between the three segments.

Money Segment Other/ Consolidated
Consumer Commercial Management Totals Elimination Totals
(In thousands)

Six Months Ended June 30, 2001
Net interest income after loan loss expense . . . .. $ 6,621 $155,158 $(6,647) $155,132 $ 61,891 $217,023
Cost of funds allocation .................... 130,729 (75,351) 10,406 65,784 (65,784) —
Non-interestincome . ...................... 71,705 16,591 41,426 129,722 7,818 137,540
Total netrevenue ......................... 209,055 96,398 45,185 350,638 3,925 354,563
Non-interest eXpense . ..................... 133,156 46,493 28,851 208,500 11,355 219,855
Income before income taxes . ................ $ 75,899 $ 49,905 $16,334 $142,138 $ (7,430) $134,708
Six Months Ended June 30, 2000
Net interest income after loan loss expense . . . .. $ 11,923 $160,823 $(6,986) $165,760 $ 55,567 $221,327
Cost of funds allocation .................... 115,981 (76,635) 10,156 49,502 (49,502) —
Non-interest income . ...................... 66,494 14,130 35,967 116,591 4,196 120,787
Total netrevenue ......................... 194,398 98,318 39,137 331,853 10,261 342,114
Non-interest eXpense .. .................... 125,892 42,297 27,585 195,774 14,784 210,558
Income before income taxes . . ............... $ 68,506 $ 56,021 $11,552 $136,079 $ (4,523) $131,556
Three Months Ended June 30, 2001
Net interest income after loan loss expense . . . .. $ 4,972 $ 75,141 $(3,117) $ 76,996 $ 32,661 $109,657
Cost of funds allocation .................... 68,808 (34,463) 4,984 39,329 (39,329) —
Non-interestincome . ...................... 36,096 8,775 21,033 65,904 4,772 70,676
Total netrevenue ......................... 109,876 49,453 22,900 182,229 (1,896) 180,333
Non-interest eXpense . ..................... 68,749 23,315 14,580 106,644 5,075 111,719
Income before income taxes . ................ $ 41,127 $ 26,138 $ 8,320 $ 75,585 $ (6,971) $ 68,614
Three Months Ended June 30, 2000
Net interest income after loan loss expense . . . .. $ 6,307 $ 82,399 $(3,853) $ 84,853 $ 25,946 $110,799
Cost of funds allocation .................... 59,324 (40,582) 5,472 24,214 (24,214) —
Non-interest income . ...................... 36,968 7,257 17,850 62,075 1,916 63,991
Total netrevenue ......................... 102,599 49,074 19,469 171,142 3,648 174,790
Non-interest eXpense .. .................... 63,561 21,373 13,689 98,623 6,975 105,598
Income before income taxes . . ............... $ 39,038 $ 27,701 $ 5,780 $ 72,519 $ (3,327) $ 69,192

The segment activity, as shown above, includes both direct and allocated items. Amounts in the “Other/
Elimination” column include activity not related to the segments, such as that relating to administrative
functions, and the effect of certain expense allocations to the segments.

8. Derivatives

Statement of Financial Accounting Standards (SFAS) No. 133, “Accounting for Derivative Instruments and
Hedging Activities”, and its amendments were adopted by the Company on January 1, 2001. SFAS No. 133
established accounting and reporting standards for derivative instruments and hedging activities. All derivatives
must be recognized on the balance sheet at fair value, with the adjustment to fair value recorded in current
earnings. For derivatives qualifying as hedges, changes in the fair value of the derivative will be either offset
against the changes in fair value of the hedged item through current earnings, or recognized in other
comprehensive income until the hedged item is recognized in current earnings based on the nature of the hedge.
The ineffective portion of the derivative’s change in fair value will be immediately recognized in current
earnings.

The SFAS 133 transition adjustment increased 2001 net income by $8,670. Because of its immateriality, the
adjustment is not presented separately in the income statement. The Company’s usage of derivative instruments
is discussed below.



The Company’s primary risk associated with its lending activity is interest rate risk. Interest rates contain an
ever-present volatility, as they are affected by the public’s perception of the economy’s health at any one point in
time, as well as by specific actions of the Federal Reserve. These fluctuations can either compress or enhance
fixed rate interest margins depending on the liability structure of the funding organization. The Company’s
balance sheet is somewhat asset sensitive. Over the longer term, rising interest rates have a negative effect on
interest margins as funding sources become more expensive relative to these fixed rate loans that do not reprice
as quickly with the change in interest rates. However, in order to maintain its competitive advantage, in certain
circumstances the Company offers fixed rate commercial financing whose term extends beyond its traditional
three to five year parameter. This exposes the Company to the risk that the fair value of the fixed rate loan may
fall if market interest rates increase. To reduce this exposure for certain specified loans, the Company enters into
interest rate swaps, paying interest based on a fixed rate in exchange for interest based on a variable rate. At June
30, 2001, the Company had two swaps which were designated as fair value hedges.

The Company’s mortgage banking operation makes commitments to extend fixed rate loans secured by 1-4
family residential properties, which are considered to be derivative instruments. These commitments have an
average term of 60 to 90 days. The Company’s general practice is to sell such loans in the secondary market.
During the term of the loan commitment, the value of the loan commitment, which includes mortgage servicing
rights, changes in inverse proportion to changes in market interest rates. The Company obtains forward sale
contracts with investors in the secondary market in order to manage these risk positions. Most of the contracts are
matched to a specific loan on a “best efforts” basis, in which the Company is obligated to deliver the loan only if
the loan closes. Hedge accounting has not been applied to these activities.

The Company’s foreign exchange activity involves the purchase and sale of forward foreign exchange
contracts, which are commitments to purchase or deliver a specified amount of foreign currency at a specific
future date. This activity enables customers involved in international business to hedge their exposure to foreign
currency exchange rate fluctuations. The Company minimizes its related exposure arising from these customer
transactions with offsetting contracts for the same currency and time frame. In addition, the Company uses
foreign exchange contracts, to a limited extent, for trading purposes, including taking proprietary positions. Risk
arises from changes in the currency exchange rate and from the potential for counterparty nonperformance. These
risks are controlled by adherence to a foreign exchange trading policy which contains control limits on currency
amounts, open positions, maturities and losses, and procedures for approvals, record-keeping, monitoring and
reporting. Hedge accounting has not been applied to these foreign exchange activities.
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Schedule 6

COMMERCE BANCSHARES, INC. AND SUBSIDIARIES

MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

June 30, 2001
(Unaudited)

The following discussion and analysis should be read in conjunction with the consolidated financial
statements and related notes and with the statistical information and financial data appearing in this report as well
as the Company’s 2000 Annual Report on Form 10-K. Results of operations for the six month period ended June
30, 2001 are not necessarily indicative of results to be attained for any other period.

Three Months Six Months
Ended June 30 Ended June 30
2001 2000 2001 2000
Per Share Data
Net income—DbasiC . ......ooiriet i $ 72 $ 71 $142 $ 134
Netincome—diluted . ...... ... ... .. i 72 .70 141 1.33
Cashdividends ........ ... .. . i .160 148 320 295
Book value . ... ... 19.39 17.14
Market PriCe .. ... ..ottt 3690 28.33
Selected Ratios
(Based on average balance sheets) ............. ... .. . ...
Loans to deposits . . ..o .vt it 83.39% 86.65% 84.96% 85.60%
Non-interest bearing deposits to total deposits ...................... 1349 1480 13.66 14.99
Equitytoloans . ... 15.29 1397 15.06 14.04
Equity to deposits ... .. ...t 12.75  12.10 12,79 12.02
Equity to total assets ... .........oiui i e 10.40 9.84 1042 9.78
Return on total assets . .. ..ottt 1.58 1.65 1.58 1.57
Return on realized stockholders’ equity ............. ... .. ... ..... 15.60 16.71 15.54 1598
Return on total stockholders’ equity . .......... .. .. ... ... 15.23 1679 1521 16.07
(Based on end-of-period data)
Efficiency ratio . ...... ... 58.50 56.14 5835 57.28
Tier Icapital ratio . ... ... o 12.82  11.75
Total capital Tatio ... .. .ot 1421  13.08
Leverage ratio ... ...ttt 9.88 9.42
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Summary

Three Months Ended June 30 Six Months Ended June 30
2001 2000 % Change 2001 2000 % Change
(Dollars in thousands)

Net interest income . ............ $ 117,649 $ 121,010 2.8)% $ 234,545 $ 240,203 2.4)%
Provision for loan losses . ........ (7,992) (10,211) (21.7) (17,522) (18,876) (7.2)
Non-interest income ............ 70,676 63,991 10.4 137,540 120,787 13.9
Non-interest expense . ........... (111,719)  (105,598) 5.8 (219,855) (210,558) 4.4
Incometaxes .................. (22,831) (23,589) 3.2) (45,048) (44,698) .8

Netincome ............... $ 45,783 $ 45,603 4% $ 89,660 $ 86,858 3.2%

Consolidated net income for the second quarter of 2001 was $45.8 million; a $180 thousand, or .4%,
increase over the second quarter of 2000. Diluted earnings per share increased 2.9% to $.72 for the second
quarter of 2001, compared to $.70 for the second quarter of 2000. Non-interest income increased 10.4%, while
net interest income declined 2.8% and non-interest expense increased 5.8% compared to last year. Return on
average assets for the quarter was 1.58% compared to 1.65% for the second quarter of 2000. Return on average
realized stockholders’ equity declined to 15.60% from 16.71% in the same quarter of last year. The Company’s
efficiency ratio was 58.50% for the second quarter of 2001 compared to 56.14% for the second quarter of 2000.

Consolidated net income for the first six months of 2001 was $89.7 million, a 3.2% increase over the first
six months of 2000. Diluted earnings per share was $1.41 compared to $1.33 for the first six months of last year.
Non-interest income improved in key sources of fee income, including credit card, trust, deposit account, and
trading income, resulting in an overall increase of 13.9%. Non-interest expense increased 4.4% over the first six
months of 2000, mainly in salaries and employee benefits.

Effective March 1, 2001, the Company completed its acquisition of Centennial Bank in St. Ann, Missouri,
with assets of $254 million, loans of $189 million, and deposits of $216 million. The Company issued 876,750
shares of common stock as consideration in the transaction. The acquisition was accounted for as a pooling of
interests; however, the Company’s financial statements were not restated because the restated amounts did not
differ materially from the Company’s historical results.

Net Interest Income

The following table summarizes the changes in net interest income on a fully tax equivalent basis, by major
category of interest earning assets and interest bearing liabilities, identifying changes related to volumes and
rates. Changes not solely due to volume or rate changes are allocated to rate. Management believes this
allocation method, applied on a consistent basis, provides meaningful comparisons between the respective
periods.
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Analysis of Changes in Net Interest Income

Three Months Ended Six Months Ended
June 30, 2001 vs. 2000 June 30, 2001 vs. 2000
Change due to Change due to
Average Average Average Average
Volume Rate Total Volume Rate Total
(In thousands)
Interest income, fully taxable equivalent
basis:
Loans ... $ 1,536 $(12,579) $(11,043) $ 6,132 $ (9,501) $ (3,369)
Investment securities:
U.S. government and federal agency
SECUMTHIES © vt v e et ie e eeans (1,091) (405)  (1,496) (6,786) 274)  (7,060)
State and municipal obligations .......... (323) (16) (339) (613) (134) (747)
CMO’s and asset-backed securities .. ..... 470 (156) 314 (2,595) 18 2,577)
Other securities ....................... 487 495) ®) 1,156 (756) 400
Federal funds sold and securities purchased
under agreements toresell .............. 5,928 (3,180) 2,748 11,387 (3,698) 7,689
Total interest income . ............... 7,007  (16,831)  (9,824) 8,681  (14,345)  (5,664)
Interest expense:
Deposits:
Savings . ... 2 (572) (570) (73) (657) (730)
Interest bearing demand . ............... 1,022 (10,184) (9,162) 1,146 (9,845) (8,699)
Time open & C.D.’s of less than $100,000 . 2,795 2,438 5,233 3,791 6,285 10,076
Time open & C.D.’s of $100,000 and over . 2,907 (85) 2,822 4,950 927 5,877
Federal funds purchased and securities sold
under agreements to repurchase .......... 3,412) 2,812) (6,224)  (7,998) (3,132) (11,130)
Long-term debt and other borrowings. .. ... .. 1,965 (245) 1,720 4,530 537 5,067
Total interest expense .. .............. 5,279  (11,460) (6,181) 6,346 (5,885) 461
Net interest income, fully taxable equivalent
basis coviiitii i i it i $1,728 $ (5,371) $ (3,643) $ 2,335 $ (8,460) $ (6,125)

Net interest income for the second quarter of 2001 was $117.6 million, a 2.8% decrease from the second
quarter of 2000. The net interest rate margin was 4.44% in the second quarter of 2001 compared with 4.77% in
the second quarter of 2000 and 4.59% in the first quarter of 2001. After adjusting for consistent days between
quarters and certain non-recurring items, the net interest rate margin was 4.81% in the fourth quarter of 2000,
4.58% in the first quarter of 2001, and 4.45% in the second quarter of 2001. This trend reflects a slowing in the
rate of decline in net interest income during the current quarter and is reflective of the Company’s ability to
manage its interest sensitivity position.

Net interest income was $234.5 million in the first six months of 2001, which was a 2.4% decrease from
2000. The six month net interest rate margin was 4.52% in 2001 compared to 4.72% in 2000.

Total interest income decreased $9.7 million, or 4.8%, from the second quarter of 2000, mainly due to a
decline in both the prime rate and the federal funds rate. This caused a significant portion of the loan portfolio to
re-price downward, with a decrease of 65 basis points in average rates earned on loans. Average rates earned on
short-term investments in federal funds sold and securities purchased under resell agreements fell 206 basis
points. Partially offsetting these declines was an increase of $357.3 million invested in average federal funds sold
and resell agreements. The average tax equivalent yield on interest earning assets was 7.27% for the second
quarter of 2001 compared to 7.96% last year.
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Compared to the first six months of 2000, total interest income decreased $5.4 million, or 1.4%. The
decrease resulted mainly from a decline of $284.3 million in the average balance of investment securities, a
decrease of 22 basis points in average loan rates earned, and a decrease of 112 basis points earned on short-term
investments in federal funds sold. These decreases were partially offset by increases of $361.9 million in average
short-term investments and $148.3 million in average loan balances.

For the three months ended June 30, 2001, total interest expense (net of capitalized interest) decreased $6.4
million, or 7.8%, compared to the same quarter last year. This was due mainly to a reduction in deposit rates in
virtually all interest bearing demand deposit categories, in response to the interest rate reductions mentioned
above. In addition, average balances declined in federal funds purchased and repurchase agreements, and rates
also declined on those borrowings. These decreases to interest expense were partly offset by an increase of
$425.1 million in the average balance of certificates of deposit (C.D.’s) and higher average Federal Home Loan
Bank (FHLB) borrowings. The average cost of funds was 3.36% for the second quarter of 2001, compared to
3.82% for the second quarter of 2000.

Total interest expense increased $267 thousand, or .2%, in the first six months of 2001 compared to 2000.
Most of the same trends noted in the above quarterly comparison were also present in the year to year
comparison. Higher C.D. balances, higher rates paid on C.D.’s, and higher FHLB borrowings contributed to most
of the increase in interest expense, partly offset by declines in rates paid on demand deposits and average
borrowings of federal funds purchased and repurchase agreements. The overall average cost of funds decreased
from 3.73% in 2000 to 3.65% in 2001. Summaries of average assets and liabilities and the corresponding average
rates earned/paid appear at the end of this discussion.

Non-Interest Income

Three Months Ended June 30 Six Months Ended June 30
% %
2001 2000 Change 2001 2000 Change
(Dollars in thousands)
Trustfees .......... ... $16,790 $14,353 17.0% $ 31,992 §$ 28,587 11.9%
Deposit account charges and other fees ......... 21,355 17,909 19.2 40,584 34,491 17.7
Credit card transactionfees .................. 13,695 12,362 10.8 26,402 23,554 12.1
Trading revenue ...............covuninon... 3,578 2,325 539 7,430 4,710 57.7
Net gains on securities transactions ............ 510 506 .8 1,747 505 2459
Other ... 14,748 16,536 (10.8) 29,385 28,940 1.5
Total non-interest income .............. $70,676 $63.991  10.4% $137,540 $120,787 13.9%
As a % of operating income (net interest income
plus non-interest income) . ................. 37.5%  34.6% 37.0% 33.5%

Non-interest income for the six months ended June 30, 2001, increased $16.8 million over the same period
last year. Credit card transaction fees rose $2.8 million due mainly to strong debit card fees and higher merchant
and cardholder fees. Deposit account charges and other fees grew $6.1 million mainly due to higher fees earned
on corporate cash management services and overdraft fees. Trust fees increased $3.4 million, due to improving
personal trust fees and a higher than normal fee on a probate account. Also, pricing adjustments to certain trust
accounts, instituted in the third quarter of 2000, contributed to earnings growth. Trading revenue increased $2.7
million due to increased sales of fixed income securities to correspondent banks and other corporate customers.
Net securities gains rose $1.2 million, due to gains on sales from the banks’ investment portfolios. Other income
rose $445 thousand compared to last year. This increase was mainly due to income of $1.5 million realized in the
restructuring of a venture capital limited partnership, which was entirely offset by expense related to the
restructuring, and had no impact on net income. Also included in other income were declines in non-customer
ATM fees, corporate sweep fees and brokerage-related fees.
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Non-interest income increased $6.7 million in the second quarter of 2001 compared to the second quarter of
2000, with similar trends as noted above in credit card transaction fees, deposit account charges, trust fees and
trading revenue. These increases were partly offset by a decline in other income of $1.8 million. Other income
declined compared to the second quarter of 2000 partly because there were no student loans sold during the
quarter and thus no related gains recognized. This compares with student loan sales in both the first quarter of
this year and the second quarter of last year in which gains of $3.1 million and $3.8 million, respectively, were
recognized. For the current quarter, other income included a gain of $1.5 million on the sale of a branch building,
which compares to a similar $1.0 million gain on a branch sold in the second quarter of last year. Other income
in the current quarter also included the partnership restructuring income mentioned above.

Non-Interest Expense

Three Months Ended June 30 Six Months Ended June 30
% %
2001 2000 Change 2001 2000 Change
(Dollars in thousands)

Salaries and employee benefits ............. $ 58,772 $ 54,963 6.9% $116,685 $109,826 6.2%
Net occupancy . ..........coeeeuvenenen... 7,550 7,374 2.4 15,988 14,851 7.7
Equipment ............. ... .. .. .. . ... 5,527 5,298 43 11,155 10,437 6.9
Supplies and communication ............... 8,600 8,062 6.7 16,610 16,659 .3
Data processing . ...........c.c.ooeiinin... 9,637 9,579 .6 18,518 18,619 (.5
Marketing . .........c. i 3,571 3,319 7.6 6,388 6,469  (1.3)
Goodwill and core deposit amortization ... ... 1,853 2,018 (8.2) 3,777 4,073  (7.3)
Other ... e 16,209 14,985 ﬂ 30,734 29,624 ﬂ

Total non-interest expense ............ $111,719 $105,598 ﬁ% $219,855 $210,558 ﬂ%
Full-time equivalent employees ............. 5,125 5101 5% 5,113 5121 (2)%

Non-interest expense rose $9.3 million, or 4.4%, over the first six months of 2000. Salaries and employee
benefits increased $6.9 million, or 6.2%, due to merit increases and higher social security taxes, partly offset by
lower incentive expense. Occupancy expense rose $1.1 million, or 7.7%, mainly due to higher than usual costs
for utilities and weather-related expenses incurred during the first part of 2001. Equipment costs increased $718
thousand mainly because of higher servicing and maintenance costs. Other expense increased $1.1 million over
the first six months of 2000 mainly due to charges totaling $1.5 million related to the 2001 restructuring of the
limited partnership referred to previously.

For the three months ended June 30, 2001, non-interest expense increased $6.1 million, or 5.8%, compared
to the second quarter of 2000. Salaries and employee benefits increased $3.8 million, due to merit increases,
additional staff, and social security taxes, partly offset by a decline in health care expense. Supplies and
communication expense rose $538 thousand due to higher postage and office supplies expense. Smaller increases
occurred in occupancy, equipment, marketing and data processing expense categories. Other expense increased
$1.2 million over the second quarter of 2000 due mainly to the partnership restructuring expense, higher
professional fees and software expense, offset by lower processing losses and sales tax expense.

The efficiency ratio was 58.17% (excluding the partnership restructuring adjustments) in the second quarter
of 2001, compared to 56.14% in the second quarter of 2000 and 58.19% in the first quarter of 2001.
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Allowance for Loan Losses

Six Months Ended
Three Months Ended June 30
June 30,2001  June 30,2000 March 31, 2001 2001 2000
(Dollars in thousands)
Provision for loanlosses . .................. $7,992 $10,211 $9,530 $17,522 $18,876
Net charge-offs .......................... 7,963 7,990 9,414 17,377 14,894
Net annualized charge-offs as a percentage of
averageloans .............. ... .. .. ... 40 % 41% 48% 44 % .39%

The Company has an established process to determine the amount of the allowance for loan losses, which
assesses the risks and losses inherent in its portfolio. This process provides an allowance consisting of an
allocated and unallocated component. To determine the allocated component of the allowance, the Company
combines estimates of the allowances needed for loans reviewed on an individual basis with estimates of reserves
needed for pools of loans reviewed. This process uses tools such as the “watch list” and loss experience models.
To mitigate the imprecision in the estimation of the allocated component, it is supplemented by an unallocated
component. The unallocated component is based on management’s determination of amounts necessary for loan
concentrations, economic uncertainties and subjective factors.

The Company’s estimate of the allowance for loan losses and the corresponding provision for loan losses
rests upon various judgments and assumptions made by management. Considerations which influence these
judgments include past loan loss experience, current loan portfolio mix, prevailing regional and national
economic conditions, and the Company’s ongoing examination process by its internal loan review staff and its
regulators.

Net loan charge-offs were $17.4 million in the first six months of 2001, a $2.5 million increase over the
same period in the prior year. A $2.0 million increase in credit card loan net charge-offs contributed most of the
increase. Total net charge-offs for the first six months of 2001 were .44% of total average loans, an increase
compared to .39% for the same period in 2000.

Net loan charge-offs amounted to $8.0 million in the second quarters of 2001 and 2000, and $9.4 million in
the first quarter of 2001. Compared with the first quarter of this year, net charge-offs decreased due to lower
business loan net charge-offs of $1.6 million coupled with lower personal banking loan net charge-offs of $591
thousand. These lower net charge-offs were partially offset by higher credit card loan net charge-offs of $531
thousand. Total net charge-offs for the second quarter of 2001 were .40%, compared to .41% in the second
quarter of 2000 and .48% in the first quarter of 2001. In the second quarter of 2001, net charge-offs on average
credit card loans increased to 4.41%, compared with 3.89% in the first quarter of 2001. Also, personal banking
loan net charge-offs decreased to .43% of average loans this quarter compared with .58% in the first quarter.

The provision for loan losses was $17.5 million in the first six months of 2001, a decrease of $1.4 million
from the same period in 2000. The provision for loan losses for the second quarter 2001 totaled $8.0 million,
down $1.5 million from the first quarter of 2001 and $2.2 million from the second quarter of 2000.

The allowance for loan losses as a percentage of loans outstanding was 1.68% at June 30, 2001, and
represented 492% of non-performing assets. The Company considers the allowance for loan losses of $131.1
million adequate to cover losses inherent in loans at June 30, 2001.

Risk Elements of Loan Portfolio

The following table presents non-performing assets and loans which are past due 90 days and still accruing
interest. Non-performing assets include non-accruing loans and foreclosed real estate. Loans are placed on non-
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accrual status when management does not expect to collect payments consistent with acceptable and agreed upon
terms of repayment. These are generally loans that are 90 days past due as to principal and/or interest payments,
unless both well-secured and in the process of collection, or are real estate 1-4 family first mortgage loans or
consumer loans that are exempt under regulatory rules from being classified as non-accrual. Those loans,
anticipated to be collected, are included in the totals below for loans past due 90 days and still accruing interest.

June 30, 2001 December 31, 2000

(In thousands)
Non-accrualloans ................couiuuivn... $24,458 $19,617
Foreclosed real estate . ........................ 2,17 1,707
Total non-performing assets ................ $26,629 $21,324
Non-performing assets to total loans ............. 34% 27%
Non-performing assets to total assets ............. 23% .19%
Loans past due 90 days and still accruing interest . . . $20,268 $26,670

Non-performing assets amounted to $26.6 million at June 30, 2001 compared to $21.3 million at December
31, 2000, an increase of $5.3 million. This increase was mainly the result of a large business loan disclosed last
quarter, which was placed on non-accrual and charged down by $2.0 million. There has been no further action
taken on this loan, and during the current quarter non-accrual loans declined $2.4 million. Loans which were 90
or more days past due and still accruing interest totaled $20.3 million, a decrease of $6.4 million from year end
totals, mainly in the personal banking loan category.

Income Taxes

The Company’s income tax expense was $45.0 million for the first six months of 2001 and $44.7 million for
the same period in 2000, resulting in effective tax rates of 33.4% and 34.0%, respectively. The 2001 second
quarter effective tax rate was 33.3% compared to 34.1% for the second quarter of 2000.

Operating Segments

The Company segregates financial information for use in assessing its performance and allocating resources
among three operating segments. The results are determined based on the Company’s management accounting
process, which assigns balance sheet and income statement items to each responsible segment. These segments
are defined by customer base and product type. The management process measures the performance of the
operating segments based on the management structure of the Company and is not necessarily comparable with
similar information for any other financial institution. Each segment is managed by executives who, in
conjunction with the Chief Executive Officer, make strategic business decisions regarding that segment. The
three reportable operating segments are Consumer, Commercial and Money Management. Additional
information is presented in the Segments note to the consolidated financial statements.

Consumer

The Consumer segment includes the retail branch network, consumer finance, bankcard, student loans and
discount brokerage. For the six months ended June 30, 2001, pre-tax earnings amounted to $75.9 million, up $7.4
million over the previous year. Funding credits allocated to the segment increased $14.7 million. Non-interest
income grew $5.2 million, or 7.8%, mainly as a result of higher revenue from deposit account and credit card
fees. These increases were mainly the result of higher overdraft fees on deposit accounts combined with higher
debit card fees in the bankcard area. Offsetting factors were a $3.2 million decrease in direct net interest income,
a $2.1 million increase in net charge-offs, and a $7.3 million increase in non-interest expense. Non-interest
expense increased mainly due to higher costs for salaries and employee benefits and management fees, partly
offset by lower processing costs.
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Commercial

The Commercial segment provides corporate lending, leasing, international services, and corporate cash
management services. For the six months ended June 30, 2001, pre-tax earnings amounted to $49.9 million,
down 10.9% from the previous year. Direct net interest income declined $4.9 million from 2000, resulting mainly
from lower commercial loan interest income. Assigned costs of funding decreased $1.3 million. Non-interest
income grew $2.5 million, or 17.4%, mainly due to higher cash management fees. Non-interest expense grew
$4.2 million, or 9.9%, partly due to higher management fees.

Money Management

The Money Management segment consists of the Trust and Capital Markets activities. The Trust group
provides trust and estate planning services, and advisory and discretionary investment management services. The
Capital Markets group primarily sells fixed-income securities to individuals, corporations, correspondent banks,
public institutions, and municipalities, and also provides investment safekeeping and bond accounting services.
For the six months ended June 30, 2001, pre-tax earnings amounted to $16.3 million, an increase of $4.8 million,
or 41.4%. The growth in pre-tax earnings was mainly due to an increase of $5.5 million, or 15.2%, in non-interest
income. This increase included higher trading account profits in the Capital Markets group from increased sales
to bank and other corporate customers. Trust fees also increased due to improving personal trust fees and a
higher than normal fee on a probate account. Also, pricing adjustments instituted late in the third quarter of 2000
contributed to earnings growth. Non-interest expense increased $1.3 million due to increases in data processing
fees and occupancy expense.

Liquidity and Capital Resources

Liquidity represents the Company’s ability to obtain cost-effective funding to meet the needs of customers
as well as the Company’s financial obligations. Liquidity can be provided through the subsidiary banks’ sale and
maturity of federal funds sold and securities purchased under agreements to resell and their available for sale
investment portfolio. These liquid assets had a fair value of $2.67 billion at June 30, 2001, which included $1.01
billion pledged to secure public deposits, discount window borrowings, and other purposes as required by law.
Within the next twelve months, 10% of the banks’ available for sale portfolio will mature. The available for sale
bank portfolio included an unrealized net gain in fair value of $8.6 million at June 30, 2001 compared to an
unrealized net loss of $9.5 million at December 31, 2000. Liquidity can also be obtained through secured
advances from the FHLB, of which certain subsidiary banks are members. These borrowings are generally
secured by residential mortgages and mortgage-backed securities.

The liquid assets of the Parent consist primarily of commercial paper, securities purchased under
agreements to resell, and marketable equity securities. The fair value of these assets was $148.7 million at June
30, 2001 compared to $127.6 million at December 31, 2000. Included in the fair values were unrealized net gains
of $36.3 million at June 30, 2001 and $31.3 million at December 31, 2000. The Parent’s liabilities totaled $68.0
million at June 30, 2001, compared to $17.2 million at December 31, 2000. Liabilities at June 30, 2001 included
$52.8 million advanced mainly from subsidiary bank holding companies in order to combine resources for short-
term investment in liquid assets. The funds advanced from the subsidiary bank holding companies consist mainly
of subsidiary bank dividends. The Parent had no short-term borrowings from affiliate banks or long-term debt
during 2001. The Parent’s commercial paper, which management believes is readily marketable, has a P1 rating
from Moody’s and an Al rating from Standard & Poor’s. This credit availability should provide adequate funds
to meet any outstanding or future commitments of the Parent.

In February 2001, the Board of Directors announced the approval of additional purchases of the Company’s
common stock, bringing the total purchase authorization to 3,000,000 shares. During the first six months of 2001,
the Company acquired 813,327 shares at an average cost of $36.50. The Company has routinely used these
reacquired shares to fund annual stock dividends and various stock option programs.
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The Company had an equity to asset ratio of 10.42% based on 2001 average balances. As shown in the
following table, the Company’s capital exceeded the minimum risk-based capital and leverage requirements of
the regulatory agencies.

Minimum
Ratios for
Well-

Capitalized
June 30,2001 December 31, 2000 Banks

(Dollars in thousands)

Risk-Adjusted ASSets ... ... ...ttt $8,861,896 $8,889,195
TierICapital ....... . i 1,135,965 1,070,491
Total Capital ....... ...t 1,259,150 1,187,865
Tier [ Capital Ratio ......... ... .. i 12.82% 12.04% 6.00%
Total Capital Ratio ......... ... ... i 14.21% 13.36% 10.00%
Leverage Ratio ............ . i 9.88% 9.91% 5.00%

The Company’s cash and cash equivalents (defined as “Cash and due from banks” on the accompanying
balance sheets) were $664.9 million at June 30, 2001, an increase of $48.1 million over December 31, 2000.
Contributing to the net cash inflow were a net increase of $274.6 million in deposits, a net decrease in loans of
$291.9 million, a net increase in borrowings of federal funds purchased and repurchase agreements of $121.9
million, and $116.6 million generated from operating activities. Partially offsetting these net cash inflows were a
net increase of $290.9 million in short-term investments in federal funds sold and securities purchased under
agreements to resell and purchases of $342.9 million in investment securities, net of maturities and sales. Total
assets increased $624.3 million over December 31, 2000, of which $254 million was attributable to the
Centennial acquisition.

The Company has various commitments and contingent liabilities which are properly not reflected on the
balance sheet. Loan commitments (excluding derivative instruments and lines of credit related to credit cards)
totaled approximately $3.09 billion, standby letters of credit totaled $316.6 million, and commercial letters of
credit totaled $24.1 million at June 30, 2001.

Derivative Financial Instruments

The following table summarizes the notional amounts and estimated fair values of the Company’s derivative
instruments at June 30, 2001. Notional amount, along with the other terms of the derivative, is used to determine
the amounts to be exchanged between the counterparties. Because the notional amount does not represent
amounts exchanged by the parties, it is not a measure of loss exposure related to the use of derivatives nor of
exposure to liquidity risk. Positive fair values are recorded in other assets and negative fair values are recorded in
other liabilities in the June 30, 2001 balance sheet. The Company’s derivative instruments are discussed further
in the Derivatives note to the consolidated financial statements.

Negative
Notional Positive Fair Fair
Amount Value Value
(In thousands)
INEETESE TALE SWAPS .+« v v ettt e e et e e ettt e e it $ 17227 $ 185 % (77)
Foreign exchange contracts:
Forward contracts . ........... 186,446 12,509 (12,369)
Options written/purchased . ............ .. . i, 1,935 — —
Mortgage loan commitments . ..............uuiuininennenenennan... 18,820 297 —
Mortgage loan forward sale contracts ............. .. ... .. ..., 49,926 52 (98)
Total at June 30, 2001 . . ... ..ot $274,354  $13,043  $(12,544)

The Company is exposed to credit risk in the event of nonperformance by counterparties to financial
instruments. The Company controls the credit risk of its financial contracts through credit approvals, limits and
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monitoring procedures. Because the Company generally enters into transactions only with high quality
counterparties, losses associated with counterparty nonperformance on derivative financial instruments have been
immaterial.

Quantitative and Qualitative Disclosures about Market Risk

Market risk is the exposure to loss resulting from changes in interest rates, foreign currency exchange rates,
commodity prices and equity prices. The Company’s assets and liabilities are principally financial in nature and
the resulting net interest income thereon is subject to changes in market interest rates and the mix of various
assets and liabilities. Interest rates in the financial markets affect the Company’s decisions on pricing its assets
and liabilities which impacts net interest income, a significant cash flow source for the Company. As a result, a
substantial portion of the Company’s risk management activities relates to managing interest rate risk.

The objective of the Company’s Asset/Liability Management Committee is to manage interest rate risk and
achieve reasonable stability in net interest income throughout interest rate cycles. It monitors the interest rate
sensitivity of the Company’s balance sheet monthly using earnings simulation models and interest sensitivity
GAP analysis. Using these tools, management attempts to optimize the asset/liability mix to minimize the
impacts of significant rate movements within a broad range of interest rate scenarios.

Simulation models are prepared to determine the impact on net interest income for the coming twelve
months under several interest rate scenarios. One such scenario uses rates and volumes at June 30, 2001 for the
twelve month projection. When this position is subjected to graduated shifts in interest rates, the expected annual
impact to the Company’s net interest income is as follows:

$in % of Net
m millions Interest Income
200 basis points fiSING ... .ovvie e $7.0 1.5%
100 basis poINts TiSING ..o vttt ettt e ens 3.0 .6
100 basis points falling . .......... ... . i 4.8) (1.0)
200 basis points falling .. ......... ... i 9.4) 2.0)

Currently, the Company does not have significant risks related to foreign exchange, commodities or equity
risk exposures.

Impact of Recently Issued Accounting Standards

Statement of Financial Accounting Standards (SFAS) No. 141, “Business Combinations”, applies to all
combinations initiated after June 30, 2001. It requires that all business combinations be accounted for by a single
method—the purchase method. Prior to this standard, business combinations were accounted for using one of two
methods, the pooling-of-interests method (pooling method) or the purchase method. The pooling method,
required if certain criteria were met, involved joining the balance sheets of the combining entities with no
adjustments to assets or liabilities. The purchase method requires the acquiring entity to allocate the cost of an
acquired entity to the assets acquired and liabilities assumed based on their estimated fair values at date of
acquisition, and the excess of the cost over the net amounts assigned to assets acquired and liabilities assumed to
be recognized as goodwill.

SFAS No. 141 requires disclosure of the primary reasons for the business combination and the allocation of
the purchase price among the acquired assets and liabilities. When the amounts of goodwill and intangible assets
acquired are significant, additional disclosure about those assets is required. Additional guidance on the
identification and recognition of intangible assets is provided in the Statement.
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SFAS No. 142, “Goodwill and Other Intangible Assets” will be adopted by the Company on January 1,
2002. This Statement addresses the accounting and reporting for acquired goodwill and other intangible assets.
Goodwill shall not be amortized after December 31, 2001. It shall be tested for impairment at a reporting unit
level, under certain circumstances. Intangible assets with definite useful lives shall be amortized over their
respective estimated useful lives to the estimated residual values, and reviewed for impairment.

In connection with the transitional goodwill impairment evaluation, SFAS 142 requires the Company to
assess whether there is an indication that goodwill is impaired as of the date of adoption. This assessment is a
two step process. The first step is to compare the fair value of the reporting unit with its carrying amount,
including goodwill. If the carrying amount of a reporting unit exceeds its fair value, the second step of the test
must be performed. The second step is to compare the implied fair value of reporting unit goodwill with the
carrying amount of that goodwill. If the carrying amount of reporting unit goodwill exceeds the implied fair
value of that goodwill, an impairment loss shall be recognized in an amount equal to that excess.

As of the date of adoption, the Company expects to have unamortized goodwill of approximately
$43,968,000 and unamortized identifiable intangible assets of approximately $6,612,000 which will be subject to
the transition provisions of SFAS 141 and 142. Amortization expense related to goodwill was $2,323,000 and
$2,453,000 for the six months ended June 30, 2001 and 2000, respectively. Due to the extensive effort required to
comply with the Statement, it is not possible at this time to reasonably estimate the effect of adoption, including
whether any transitional impairment loss adjustments will be required to be recorded as a cumulative effect of a
change in accounting principle.

Cautionary Statement Pursuant to Safe Harbor Provisions of the Private Securities Litigation Reform Act
of 1995

This report contains “forward-looking statements” within the meaning of the federal securities laws. Such
statements are subject to certain risks and uncertainties, including changes in economic conditions in the
Company’s market area, changes in policies by regulatory agencies, fluctuations in interest rates, demand for
loans in the Company’s market area, and competition, that could cause actual results to differ materially from
historical earnings and those presently anticipated or projected.
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AVERAGE BALANCE SHEETS—AVERAGE RATES AND YIELDS
Six Months Ended June 30, 2001 and 2000

Six Months 2001 Six Months 2000
Interest  Avg. Rates Interest  Avg. Rates
Average Income/ Earned/ Average Income/ Earned/
Balance Expense Paid Balance Expense Paid
(Dollars in thousands)
ASSETS:
Loans:
Business (A) ...t $ 2,661,946 $ 97,206 736% $ 2,614,495 $104,213 8.02%
Construction and development . .. .............. 404,817 15,948 7.94 376,585 15,897 8.49
Real estate—business ... ..., 1,353,458 53,122 791 1,269,362 51,321 8.13
Real estate—personal .. ...................... 1,372,314 51,414 7.56 1,410,795 51,712 7.37
Personal banking . ............ . ... ... ... 1,604,556 67,073 8.43 1,577,253 64,979 8.28
Creditcard .......... ... ... 495,091 33,819 13.77 495,422 33,829 13.73
Totalloans ................ccccvueenn... 7,892,182 318,582 8.14 7,743,912 321,951 8.36
Investment securities:
U.S. government & federal agency ............. 799,250 24,243 6.12 1,021,403 31,303 6.16
State & municipal obligations (A) .............. 59,717 2,220 7.50 75,315 2,967 7.92
CMO’s and asset-backed securities ............. 1,004,651 31,164 6.26 1,088,659 33,741 6.23
Trading securities . .............c..ooiinn... 17,477 514 5.93 10,705 349 6.55
Other marketable securities (A) ................ 106,898 2,966 5.60 85,878 2,816 6.59
Non-marketable securities .................... 53,062 1,199 4.56 43,350 1,114 5.17
Total investment securities . . ... ........... 2,041,055 62,306 6.16 2,325,310 72,290 6.25
Federal funds sold and securities purchased under
agreementstoresell ......... ... ... ..o L. 585,168 14,477 4.99 223,256 6,788 6.11
Total interest earning assets . .............. 10,518,405 395,365 7.58 10,292,478 401,029 7.84
Less allowance for loanlosses .. ................... (129,789) (124,213)
Unrealized gain (loss) on investment securities . . ... ... 40,279 (9,767)
Cash and due frombanks ......................... 534,368 544,233
Land, buildings and equipment, net . ................ 270,009 239,668
Other assets . ........iiii e 175,519 175,841
Totalassets ... ........coviiiiiinenan.. $11,408,791 $11,118,240
LIABILITIES AND EQUITY:
Interest bearing deposits:
SAVINES .« vt $ 316,526 2,075 1.32 $ 324,969 2,805 1.74
Interest bearing demand . ..................... 4,977,535 61,096 2.48 4,968,049 69,795 2.83
Time open & C.D.’s of less than $100,000 . ...... 2,227,889 63,464 5.74 2,081,127 53,388 5.16
Time open & C.D.’s of $100,000 and over ....... 499,098 14,345 5.80 315,830 8,468 5.39
Total interest bearing deposits ............. 8,021,048 140,980 3.54 7,689,975 134,456 3.52
Borrowings:
Federal funds purchased and securities sold under
agreements to repurchase ................... 577,501 12,228 4.27 841,420 23,358 5.58
Long-term debt and other borrowings (B) . ....... 220,861 6,555 5.99 55,063 1,488 5.43
Total bOrrowings ....................... 798,362 18,783 4.74 896,483 24,846 5.57
Total interest bearing liabilities ............ 8,819,410 159,763 3.65% 8,586,458 159,302 3.73%
Non-interest bearing demand deposits . .............. 1,268,545 1,356,273
Other liabilities . .. .......... .. i, 132,423 88,348
Stockholders’ equity ............ ... ... ... 1,188,413 1,087,161
Total liabilities and equity ................ $11,408,791 $11,118,240
Net interest margin (T/E) ..........coonnn.. $235,602 $241,727
Net yield on interest earning assets . . ............... 4.52% 4.72%

(A) Stated on a tax equivalent basis using a federal income tax rate of 35%.
(B) Interest expense capitalized on construction projects is not deducted from the interest expense shown above.
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AVERAGE BALANCE SHEETS—AVERAGE RATES AND YIELDS
Three Months Ended June 30, 2001 and 2000

ASSETS:
Loans:

Business (A) ...
Construction and development . .. ..............
Real estate—business . . ......................
Real estate—personal . .......... ... ... .....
Personal banking .......... ... ... .. oL
Creditcard ......... ... ...

Totalloans ...............cvuueunin...

Investment securities:

U.S. government & federal agency
State & municipal obligations (A) ..............
CMO’s and asset-backed securities .............
Trading securities ................... ... .....
Other marketable securities (A) ................
Non-marketable securities ....................

Total investment securities . .. .............

Federal funds sold and securities purchased under
agreementstoresell .......... ... ... ... ... ...

Total interest earning assets ...............

Less allowance for loanlosses . ....................
Unrealized gain (loss) on investment securities . . ... ...
Cash and due frombanks ............. ... .. ... ....
Land, buildings and equipment,net .................
Other assets

Total @ssets ... ovvve e

LIABILITIES AND EQUITY:
Interest bearing deposits:

SaAVINGS .« .ot
Interest bearing demand . ........ ... ... .. ...
Time open & C.D.’s of less than $100,000 .......
Time open & C.D.’s of $100,000 and over . ......

Total interest bearing deposits .............

Borrowings:

Federal funds purchased and securities sold under
agreements to repurchase ...................

Long-term debt and other borrowings (B) . .......
Total borrowings

Total interest bearing liabilities ............

Second Quarter 2001 Second Quarter 2000
Interest  Avg. Rates Interest  Avg. Rates
Average Income/ Earned/ Average Income/ Earned/
Balance Expense Paid Balance Expense Paid

(Dollars in thousands)

Non-interest bearing demand deposits . ..............
Other liabilities . ..............................

Stockholders’ equity

Total liabilities and equity ..............
Net interest margin (T/E) ............ ... ... ...

Net yield on interest earning assets . ..............

(A) Stated on a tax equivalent basis using a federal income tax rate of 35%.
(B) Interest expense capitalized on construction projects is not deducted from the interest expense shown above.
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4.44%

$ 2,649,699 $ 45,505 6.89% $ 2,654,752 $ 54275 8.22%
417,986 7,775 7.46 385,844 8,322 8.67
1,372,090 26,355 7.70 1272207 26,005 8.22
1,356,383 25243 7.46 1,428,110 26,474 7.46
1,603,979 33,056 8.27 1,588,889 33,106 8.38
487238 15967 13.14 489.877 16,762 13.76
7,887,375 153,901 7.83 7.819.679 164,944 8.48
868,233 12,953 5.98 938,943 14,449 6.19
57,456 1113 777 73,848 1,452 791
1,098,161 16,893 6.17 1,067,967 16,579 6.24
15,699 166 4.4 9,501 163 6.90
106,966 1,452 5.44 83,045 1,331 6.45
52,703 574 437 53,021 706 5.36
2,199218 33,151 6.05 2,226,325 34,680 6.27
586,178 6,426 4.40 228,834 3,678 6.46
10,672,771 193,478 7.27 10,274,838 203,302 7.96
(130,526) (124,998)
46,003 (9,517)
554,204 532,833
277,374 241,497
179,429 180,217
$11,599,255 $11,094,870
$ 328252 851 1.04 $ 327,859 1,421 1.74
5,039,600 26,516 211 4971592 35,678 2.89
20284,637 32,046 5.63 2,065,931 26813 522
529,716 7,428 5.62 323,329 4,606 573
8,182,205 66,841 3.28 7688711 68,518 3.58
589,307 5439 370 803,718 11,663 5.84
210,801 3,001 571 84,597 1,281 6.09
800,108 8,440 423 888,315 12,944 5.86
8,982,313 75281 3.36% 8,577,026 81,462 3.82%
1,275,874 1,335,479
135,204 90,277
1,205,864 1,092,088
$11,599,255 $11,094,870
$118,197 $121,840

4.77%



